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Brief Description: Regulating tax refund anticipation loans.

Sponsors. Representatives Santos, Roach, Kirby, Morrell, Simpson, Hasegawa, P. Sullivan and
Mclntire.

Brief Summary of Bill
*  Requires certain disclosures in connection with tax refund anticipation loans.
*  Imposes pendltiesfor violations.

* Retroactively and prospectively preempts any local government actions on tax refund
anticipation loans.

Hearing Date: 2/1/05
Staff: Jon Hedegard (786-7127).
Background:

Refund anticipation loans (RALS) are loans made by alender to ataxpayer based on that
taxpayer's anticipated federal income tax refund. If arefund is due, aloan may be offered to a
taxpayer at the time of tax preparation and filing by atax preparer or RAL "broker" or
"facilitator.” The taxpayer/borrower signs a contract authorizing the lender to receive the tax
refund from the federal Internal Revenue Service (IRS). The borrower is given aloan secured by
the refund immediately. Fees are deducted from the amount of money given to the borrower. The
loan isrepaid directly by the refund. The borrower isliableif the refund paid by the IRSisless
than the [oan.

RALs are generally not subject to the regulation of the Department of Financial Institutions
(DFI). The majority of the loan products are made by national banks or subsidiaries. The federal
government has preempted state regulation of those entities. The loan broker or facilitator is not
subject to regulation under state lending laws.

Summary of Bill:

Definitions
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A refund anticipation loan ("RAL") is defined as aloan borrowed by ataxpayer from alender
based on the taxpayer's anticipated federa income tax refund.

"Facilitator" is defined as a person who receives or accepts for delivery an application for arefund
anticipation loan, delivers a check in payment of refund anticipation loan proceeds, or in any
other manner acts to alow the making of arefund anticipation loan.

Facilitator does not include financial institutions (such as a bank or credit union), the affiliate of a
financial institution, or any person who acts solely as an intermediary and does not deal with a
taxpayer in the making of the refund anticipation loan

Disclosure of fee schedule
A facilitator must disclose to the borrower the refund anticipation loan fee schedule. This schedule
isalist or table of loan fees charged by the facilitator or the lender for three or more
representative refund anticipation loan amounts. The schedule must list:

»  Eachfee or charge separately imposed,;

* thetotal of all feesimposed that are related to the making of the RAL; and

» theestimated annual percentage rate calculated under the federal truth in lending act
for thethree representative loans

Disclosure of additional information
A facilitator must aso disclosure the following information in writing:

« TheRAL isaloan, not the borrower's actual income tax refund;
» thetaxpayer can file an income tax return electronically without applying for a RAL,;

» theaverage amount of time it takes the IRS to provide arefund to a taxpayer when a
returnisfiled electronically and the refund is directly deposited to the taxpayer's bank
account or mailed to the taxpayer;

» theaverage amount of timeit takes the IRS to provide arefund to ataxpayer when a
return is mailed to the internal revenue service and the refund is directly deposited to
the taxpayer's bank account or mailed to the taxpayer;

* thelRS does not guarantee that it will pay the full amount of the anticipated refund;

* thelRS does not guarantee a specific date that a refund will be deposited into a taxpayer's
financial institution account or mailed to a taxpayer;

» theborrower isresponsible for repayment of the loan and related feesin the event that
the tax refund is not paid or paid in full;

* the estimated time within which the loan proceeds will be paid to the borrower if the
loan is approved; and

» thefeethat will be charged, if any, if the borrower's loan is not approved.

Penalties
Persons knowingly violating the chapter are guilty of a misdemeanor and shall be fined up to five
hundred dollars per offense.
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State preemption
Thebill retroactively and prospectively preempts any local actions on RALS.

Appropriation: None.

Fiscal Note: Not requested.

Effective Date: The bill takes effect 90 days after adjournment of session in which bill is passed.
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